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DEPARTMENT  OF  ENERGY 
Economic  Regulatory  Administration 
10CFR  Parts  210,  211 
(Docket  No.  ERA-R-80-22] 

Synthetic  Natural  Gas  Feedstock 
Allocation  Revision 

agency:  Economic  Regulatory 
Administration,  DOE. 
action:  Final  rule. 

summary:  The  Economic  Regulatory 
Administration  (ERA)  of  the  Department 
of  Energy  (DOE)  is  issuing  amendments 
to  its  synthetic  natural  gas  (SNG) 
feedstock  allocation  regulations  that 
will  exempt  SNG  feedstock  use  of 
naphtha  from  the  allocation  regulations 
and  provide  allocations  of  propane  to 
existing  SNG  plants  that  use  propane  as 
feedstock  at  their  historical  level  of 
usage.  DOE  has  decided  to  exempt 
naphtha  used  as  SNG  feedstock  and 
give  plants  using  propane  a  permanent 
allocation  as  the  simplest  means  of 
eliminating  unneeded  regulatory 
burdens  from  SNG  plant  operators. 
OATES:  Amendments  will  become 
effective  on  December  15, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 
William  Webb  (Office  of  Public 
Information),  Economic  Regulatory 
Administration,  Room  B-110,  2000  M 
Street,  NW.,  Washington,  D.Q.  20461, 
(202)  653-^55. 

William  Caldwell  (Office  of  Regulatory 
Policy),  Economic  Regulatory 
Administration,  Room  7202,  2000  M 
Street,  NW.,  Washington,  D.C.  20461, 
(202)  653-3256. 

Richard  Johnson  (Office  of  Petroleum 
Operations),  Economic  Regulatory 
Administration,  Room  2310,  2000  M 
Street,  NW.,  Washington,  D.C.  20461, 
(202)  653-3802. 

William  Funk  or  Joel  M.  Yudson  (Office 
of  General  Counsel),  Department  of 
Energy,  Room  6A-127, 1000 
Independence  Avenue,  SW., 
Washington,  D  C.  20585,  (202)  252- 
6736  or  252-6744, 

SUPPLEMENTAL  INFORMATION: 

I.  Background 

On  July  11, 1980,  we  issued  a  proposal 
(45  FR  48647,  July  21 . 1980)  to  exempt  the 
SNG  feedstock  use  of  naphtha  from  the 
allocatipn  regulations.  All  other  uses  of 
naphtha  have  been  exempted  from  the 
allocation  program  since  September 
1976. 

The  notice  also  proposed  alternative 
methods  of  easing  the  regulatory  burden 
on  SNG  plants  that  use  propane  for  SNG 
feedstock.  The  first  alternative  would 
have  deleted  the  restrictive  criteria  set 


forth  in  10  CFR  211.29  that  have  to  be 
satisfied  before  an  allocation  of  propane 
used  for  SNG  feedstock  can  be 
approved.  Under  that  alternative,  firms 
without  a  base  period  use  would  still 
have  been  required  to  apply  for  an 
allocation  assignment  under  the  general 
criteria  of  Subpart  C  of  10  CFR  Part  205. 
The  second  alternative  would  have 
provided  allocations  of  propane  at 
historical  use  levels  for  all  existing  SNG 
plants. 

II.  Comments  Received 

Sixteen  written  and  oral  conunents  on 
the  proposals  were  received  from  major 
refiners,  gas  utilities  and  gas 
transmission  companies  that  operate 
SNG  plants,  associations  representing 
natural  gas  and  liquefied  petroleum  gas 
distributors,  an  association  representing 
fuel  oil  marketers,  and  a  group 
representing  the  petrochemical  industry. 

One  refiner  stated  that  these 
simplifying  changes  are  a  positive  step 
toward  complete  deregulation  and 
would  improve  productivity  by  reducing 
the  unnecessary  administrative  burdens 
imposed  by  the  regulations.  Another 
stated  that  with  the  current  surplus  of 
naphtha  and  adequate  supply  of 
propane,  now  is  an  appropriate  time  to 
decontrol  completely  naphtha  and 
propane  used  for  SNG  feedstock.  A  third 
refiner,  which  also  operates  a 
petrochemical  facility,  favored  the 
complete  decontrol  of  naphtha  and 
propane.  It  stated  that  if  DOE  provides 
automatic  allocations  of  propane  to  SNG 
plants  without  allocations,  it  should  also 
allocate  propane  to  petrochemical 
plants  without  allocations. 

This  latter  argument  has  some  merit, 
particularly  in  light  of  the  number  of 
petrochemical  plants  that  have  begun 
operation  since  the  1972-73  base  period 
for  propane.  In  the  event  of  future 
shortages  of  propane,  DOE  would 
seriously  consider  updating  the  base 
period  for  propane  to  create  allocation 
rights  for  petrochemical  plant  operators, 
as  well  as  SNG  plant  operators.  On  the 
other  hand,  under  §  211.29,  SNG  plant 
operators  have  been  required  to  meet 
more  restrictive  criteria  than  all  other 
categories  of  ultimate  consumer. 

Gas  utilities  and  gas  transmission 
companies  were  generally  in  favor  of 
ERA’S  proposals,  but  preferred  to  see 
complete  decontrol  of  propane  as  well 
as  naphtha.  In  the  event  that  propane 
would  remain  under  control,  such  firms 
were  willing  to  accept  the  establishment 
of  permanent  allocations  for  existing 
SNG  plants.  In  general  these  companies 
supported  ERA’S  assessment  of  the 
supply  projections  for  SNG  feedstock 
and  for  natural  gas. 


The  Fuel  Oil  Marketers  Association 
opposed  the  proposals  because  they 
believed  such  rules  would  encourage  the 
switching  from  fuel  oil  to  natural  gas.  It 
was  asserted  that  this  policy  is  contrary 
to  our  national  energy  policy.  We 
believe  that  these  rules  will  not  lead  to 
additional  SNG  production,  because 
with  the  currently  adequate  supplies  of 
feedstock  and  the  use  limitation  waiver 
in  effject,  existing  SNG  plants  are 
already  able  to  meet  their  feedstock 
requirements  through  September  1981. 

"The  group  representing  the 
petrochemical  manufacturers,  the 
Petrochemical  Energy  Group  (PEG), 
opposed  changes  to  the  regulations  that 
would  allow  SNG  plants  easier  access 
to  petroleum-based  feedstocks.  It  cited  a 
number  of  reasons  why  the  proposals 
should  not  be  adopted,  but  did  not  show 
that  the  regulation  would  harm  the 
petrochemical  industry.  Among  PEG’S 
assertions  is  that  the  rule  would  be 
contrary  to  the  Nation’s  energy  policy 
toward  SNG  and  would  encourage  the 
use  of  oil  to  back  out  natural  gas.Jt  was 
claimed  that  the  rule  would  preclude 
effective  allocation  of  SNG  feedstocks  in 
the  event  that  an  unforeseen  shortage  of 
naphtha  or  propane  would  occur.  PEG 
also  stated  that  the  proposed  rule  is 
inconsistent  with  recent  ERA  SNG 
decisions,  and  does  not  further 
administrative  convenience. 

Furthermore,  it  stated  that  the  rule  is 
unnecessary  in  that  use  limits  on  SNG 
feedstock  have  been  waived  and  that 
plants  using  naphtha  for  SNG  feedstock 
already  have  allocations. 

In  response  to  the  PEG  comments,  we 
note  that  the  supply/demand  balance 
for  natural  gas  has  changed 
dramatically  since  the  imposition  of 
special  controls  on  SNG  feedstocks,  as 
has  the  cost  of  producing  SNG  relative 
to  other  sources  of  natural  gas.  These 
factors  demand  re-examination  of  the 
allocation  regulations  for  SNG  plants.  In 
the  event  an  unforeseen  shortage  of 
naphtha  occurs,  mandatory  allocation 
would  most  likely  be  re-imposed  on  all 
naphtha  sales.  Similarly,  providing  base 
period  allocations  for  existing  SNG 
plants  does  not  impair  the  general 
allocation  scheme  for  propane. 

In  addition,  since  SNG  is  much  more 
expensive  than  domestically  produced 
natural  gas,  it  is  unlikely  that  this  rule 
will,  in  the  short  time  remaining  of 
petroleum  allocation  controls,  encourage 
any  additional  SNG  production.  In  the 
one  instance  known  to  ERA  that  a 
natural  gas  distribution  company’s 
contracts  require  its  customers  to 
purchase  SNG  before  pipeline  natural 
gas,  this  company  can  already  obtain  its 
SNG  feedstock  requirements. 
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Moreover,  PEC's  assertion  is  incorrect 
that  all  SNG  plants  that  use  naphtha 
have  permanent  allocations.  The  rule  is 
needed  to  eliminate  administrative 
burdens  which  are  imposed  on  only  one 
sector  of  petroleum  user  and  which  are 
not  justified  by  the  current  energy 
supply  situation. 

III.  Amendments  Adopted 

As  proposed,  we  are  exempting  SNG 
feedstock  use  of  naphtha  from  the 
allocation  regulations.  Naphtha  has 
been  exempted  from  the  allocation 
regulations  for  all  other  uses  since 
September  1976.  No  persuasive  reason 
has  been  presented  for  the  retention  of 
such  regulation  until  September  30, 1981. 

With  respect  to  propane  used  as  SNG 
feedstock,  rather  than  the  deletion  of  the 
restrictive  criteria  to  obtain  allocation 
assignments  in  §  211.29,  the  Hnal  rule 
will  provide  allocations  for  existing  SNG 
plants  without  requiring  assignments. 
The  base  period  use  for  each  facility  will 
consist  of  the  firm’s  highest  level  of 
purchases  or  consumption  of  ^n 
allocated  product  in  any  consecutive 
four  calendar  quarters  prior  to  April  1, 
1980.  The  suppliers  during  that  period 
will  become  the  base  period  suppliers. 
However,  other  willing  refiner-suppliers, 
producers  or  importers  could  assume  the 
obligation  to  supply  the  product.  The 
SNG  plant  operator  will  be  required 
only  to  notify  the  suppliers  of  their 
supply  obligations  and  furnish  a  copy  of 
the  notihcation  to  DOE.  As  we  stated  in 
the  notice,  this  rule  recognizes  that  the 
existing  plants  represent  significant 
investments  to  the  Hrms  that  built  them 
and  that  adequate  volumes  of  feedstock 
are  available  in  the  short  term  so  that 
other  users  of  propane  will  not  be 
impacted  by  allocations  to  these  plants. 
We  have  not  been  persuaded  by  the 
comments  that  there  will  be  signiHcant 
adverse  effects  on  any  sector  that  will 
result  from  the  adoption  of  this  rule. 

The  criteria  set  forth  in  §  211.29  will 
continue  to  be  applicable  to  SNG  plants 
to  be  built  in  the  future.  As  has  been 
noted,  however,  no  new  plants  are 
expected  to  be  built  or  to  require  an 
allocation  prior  to  the  expiration  of  the 
allocation  program. 

IV.  Procedural  Requirements 

A.  FERC  Review. 

The  Federal  Energy  Regulatory 
Commission  (FERC)  was  notified  of  the 
proposed  rule  and  given  an  opportunity, 
under  section  404  of  the  Department  of 
Energy  Organization  Act,  Pub.  L.  95-91 
(DOE  Act),  to  the  close  of  the  comment 
period  to  make  a  determination  whether 
the  proposed  rule  may  signiflcantly 
affect  a  matter  within  its  jurisdiction 


under  sections  402  (a)(1),  (b)  and  (c)(1) 
of  the  DOE  Act.  We  were  notiHed  by  the 
FERC  that  it  had  declined  to  exercise  its 
jurisdiction  in  this  matter. 

B.  NEPA. 

In  the  July  11, 1980  proposal,  we  set 
forth  DOE’S  determination  that  this  rule 
does  not  involve  major  Federal  actions 
that  would  significantly  affect  the 
quality  of  the  environment.  That 
determination  remains  valid. 

C.  Executive  Order  12044. 

Under  Executive  Order  No.  12044,  a 
Final  Regulatory  Analysis  has  been 
prepared  and  may  be  obtained  by  the 
public  from  ERA’s  OfHce  of  Public 
Information  at  the  ERA,  Room  B-110, 

2000  M  Street,  NW.,  Washington  D.C. 
20461.  The  Executive  Summary  of  the 
Final  Regulatory  Analysis  is  set  forth  as 
follows: 

This  regulatory  analysis  addresses  the 
potential  impacts  of  a  proposed  change  in  the 
rules  concerning  allocation  of  naphtha  and 
propane  for  use  as  feedstocks  in  synthetic 
natural  gas  (SNG)  plants.  The  proposals 
under  consideration  were: 

1.  Exempt  naphtha  when  used  as  SNG 
feedstock  from  the  allocation  regulations,  and 

2.  Either  delete  S  211.29  and  allocate 
propane  pursuant  to  10  CFR  Part  211,  Subpart 
D  or  give  existing  SNG  plants  using  propane 
as  a  feedstock  a  permanent  allocation 

These  proposals  were  made  in  response  to 
the  changes  in  the  energy  situation  since  1974 
when  the  regulations  were  put  into  effect. 
Since  that  time  an  increase  in  natural  gas 
availability,  decrease  in  naphtha  demand  and 
increase  in  naphtha  cost  have  combined  to 
make  any  fears  of  the  wide  proliferation  of 
SNG  plants  questionable.  Six  plants  would  be 
affected  by  a  change  in  the  regulations,  since 
the  remainder  already  have  permanent 
allocations.  Currently,  these  plants  are 
required  to  Hie  periodic  lengthy  applications 
meeting  detailed  criteria  in  order  to  receive 
feedstock  assignment  orders. 

This  burden  would  be  removed  if  naphtha 
for  SNG  feedstock  were  exempted  from  the 
allocation  regulations  and  those  plants  using 
propane  as  a  feedstock  were  given  a 
permanent  base  period  allocation  as 
historical  propane  users.  The  burden  would 
be  also  reduced,  but  not  eliminated,  if 
propane  for  SNG  feedstock  were  allocated 
pursuant  to  10  CFR  Part  211,  Subpart  D. 

Analysis  of  the  impacts  of  the  above 
proposals  indicates  that  the  impacts  would 
be  insignificant.  SNG  is  not  price  competitive 
with  natural  gas  in  most  circumstances 
because  of  high  feedstock  costs,  and  this 
should  hold  production  of  SNG  to  current 
levels  in  the  short  term.  Additionally,  there  is 
an  adequate  supply  of  naphtha  and  propane 
to  meet  current  needs  without  restrictive 
allocation  procedures. 

The  DOE  has  therefore  decided  to  exempt 
naphtha  used  as  SNG  feedstock  from  the 
provisions  of  $  211.29  and  give  plants  using 
propane  a  permanent  allocation,  since  this  is 
the  simplest  means  of  eliminating  unneeded 
regulatory  burdens  from  SNG  plant  operators. 


(Emergency  Petroleum  Allocation  Act  of  1973, 
15  U.S.C.  751  et  seq..  Pub.  L  93-159,  as 
amended.  Pub.  L  93-511,  Pub.  L  94-99,  Pub. 

L  94-133,  Pub.  L  94-163,  and  Pub.  L  94-385; 
Federal  Fjiergy  Administration  Act  of  1974, 

15  U.S.C.  787  et  seq..  Pub.  L  93-275,  as 
amended.  Pub.  L  94-332,  Pub.  L  94-385,  Pub. 
L  95-70,  and  Pub.  L  95-91;  Energy  Policy  and 
Conservation  Act,  42  U.S.C.  6201  et  seq..  Pub. 
L  94-163,  as  amended.  Pub.  L  94-385,  Pub.  L 
95-70,  Pub.  L.  95-619,  and  Pub.  L.  96-30; 
Department  of  Energy  Organization  Act,  42 
U.S.C.  7101  et  seq..  Pub.  L  95-91;  E.0. 11790, 
39  FR  23185;  E.0. 12009,  42  FR  46267) 

In  consideration  of  the  foregoing, 

Parts  210  and  211  of  Chapter  II  of  Title 
10  of  the  Code  of  Federal  Regulations 
are  amended  as  set  forth  below  effective 
December  15, 1980, 

Issued  in  Washington,  D.C.,  October  31. 
1980. 


PART  210— GENERAL  ALLOCATION 
AND  PRICE  RULES 


§  210.35  Exempted  products. 
***** 

(d)(1)  Naphthas  as  defined  in 
§  211.182  of  this  chapter  are  exempt 
from  the  provisions  of  Part  211  of  this 
chapter. 

(2)  Naphthas  as  defined  in  §  212.31  of 
this  chapter  are  exempt  from  the 
provisions  of  Part  212  of  this  chapter. 
***** 

PART  211— MANDATORY  PETROLEUM 
ALLOCATION  REGULATIONS 

2.  Section  211.1  is  amended  by 
revising  paragraph  (b)(7)  to  read  as 
follows: 

§211.1  Scope. 

***** 

(b)  Exclusions.  *  *  * 

(7)  Notwithstanding  any  provision  of 
this  part  to  the  contrary,  naphtha  and 
gas  oils  are  excluded  from  this  part. 
***** 

3.  Section  211.29  is  amended  by 
revising  paragraph  (b)  to  read  as 
follows: 

§  21 1.29  Synthetic  natural  gas  production. 
***** 

(b)  Existing  plants.  Firms  without 
assigned  base  period  uses  that  operated 
SNG  plants  prior  to  April  1, 1980  shall 
have  as  their  base  period  uses  for  SNG 
feedstock  use,  SNG  enrichment  use  and 
plant  fuel  an  amount  equal  to  their 
highest  level  of  purchases  or 
consumption  of  allocated  products  for 


Hazel  R.  Rollins, 

Administrator,  Economic  Regulatory 
A  dministration. 


1.  Section  210.35  is  amended  by 
revising  paragraph  (d)  to  read  as 
follows: 
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such  uses  during  any  consecutive  four 
calendar  quarter  period  prior  to  April  1. 
1980.  The  obligati  suppliers  will  be  the 
actual  suppliers  during  the  period 
chosen.  However,  if  other  refiner- 
suppliers,  producers  or  importers  are 
willing  to  sul^ply  the  feedstock,  they 
may  assume  the  obligation  to  supply  the 
allocated  product.  The  SNG  plant 
operator  shall  notify  the  Tirms  of  the 
volumes  that  will  be  required  to  be 
supplied  by  each  supplier  and  furnish 
DOE  with  a  copy  of  such  notification. 
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